RESOLUTION NO. 86-171

A RESOLUTION ADOPTING AN ANNUAL STATEMENT OF
INVESTMENT POLICY AND INTERNAL CONTROL GUIDELINES

WHEREAS, legislation enacted by the Legislature
of the State of California requires the adoption by cities
of an annual investment policy; and

WHEREAS, the City Council of the City of Lodi
wishes to implement a program of internal controls by which
the City's investment program shall be administered;

NOW, THEREFORE, BE IT RESOLVED that the City
Council of the City of Lodi hereby adopts an investment
policy and internal control guidelines as set forth herein.

Dated: November 19, 1986

I hereby certify that Resolution No. 86-171
was passed and adopted by the City Council
0of the City of Lodi in a regular meeting held
November 19, 1986, by the following vote:

Ayes: Council Members - Olson, Pinkerton,
Snider and Reid
(Mayor)

Noes: Council Members - None

Absent: Council Members - Hinchman

-

) gl
Alice M.’ Reimche
City Clerk

86-171



CITY OF LODI
STATEMENT OF INVESTMENT POLICY

Purpose

This statement is intended to provide guidelines for the
investment of the City's temporary idle cash, under the Prudent Man
Rule.(1)

Objective

The City's cash management system is designed to accurately
monitor and forecast expenditures and revenues, thus enabling the City to
invest funds to the fullest extent possible. The City strives to obtain
the highest yield obtainable as long as investments meet the criteria for
safety and liquidity.

Policy

The City maintains a pooled cash concept for investment
purposes. Interest earnings are allocated according to average daily cash
in each Fund.

Investments may be made in the following instruments as allowed
under current legislation of the State of California (Government Code
Section 53600 et seq.).

. Securities of the U. S. Government, State of California
or Local Agencies

. Local Agency Investment Fund (State Pool)
. Certificates of Deposit (time deposits)

. Negotiable Certificates of Deposits

. Bankers Acceptances

. Commercial Paper

. Repurchase Agreements (collateralized by U.S. Treasury
securities)

. Passbook Savings Account
. Other that are, or may become, legal investments through

the State of California Government Code and with prior
approval of the City Council

(1) Civil Code Section 2261, et seq. states in part , "...in investing for
the benefit of another, a trustee shall exercise the judgement and care,
under the circumstances then prevailing, which men of prudence discretion
and intelligence exercise in the management of their own affairs.”



Criteria for Selecting Investments (in order of priority)

1. SAFETY

Safety and risk associated with an investment refers to the
potential loss of principal, interest or a combination of these amounts.
The first level of risk control is found in state law, which restricts the
particular type of investment permissible for municipalities. The second
level of risk control is reduction of default risk by investing in
instruments that appear, upon examination, to be the most creditworthy.

The third level of risk control is reduction of market risk by investing
in instruments that have maturities coinciding with dates of disbursement,
thereby eliminating risk of loss from a forced sale.

The City of Lodi only invests in those instruments that are considered
very safe.

2. Liguidity

Liquidity refers to the ability to easily "cash in" at any time
with a minimal risk of losing some portion of principal or interest.
Maturities of time certificates issued by banks and savings & Loan
companies are selected in anticipation of disbursement needs. Portions of
or the total amount invested with the Local Agency Investment Fund can be
withdrawn in a 24-hour period.

3. Yield

Yield is the potential dollar earnings an investment can
provide, and is also described as the rate of return. The City attempts
to obtain the highest yield possible when selecting an investment,
provided the criteria for safety and liquidity are met.

Policy Constraints

] The City operates its investment program with many state and
self imposed constraints. It does not speculate, purchase stocks or
corporate bonds. It does not deal in reverse repurchase agreements unless
specifically authorized by Council. The portfolio is carefully monitored
to assure prudent management.

Safekeeping ) )
A1l securities that may be purchased, including collateral from

repurchase agreements from brokers, brokers/dealers, or banks, are
transferred to the City's designated bank. The City's designated bank
sends to the City a monthly statement of what is being safekept; which
shall be reconciled monthly with the City's records.



Investment Controis

The City has developed a System of Internal Investment Controls
and a Segregation of Responsibilities of Investment Functions(Exhibit A)
in order to assure an adequate system of internal control over the
investment function.

A Finance Department Investment Committee has been developed to ensure
controls are in order and prudent investment procedures are followed.
Members of the Committee are as follows:

Finance Director/Treasurer
Assistant Finance Director

Revenue & Collection Technician and
Department Secretary

Investment Reports

Annually the Treasurer will submit a statement of Investment
Policy to the City Council for their approval. Monthly the Treasurer
shall submit a report to the City Council and City Manager showing the
type of investment, institution, date of maturity, amount of deposit,
market value of all securities with a maturity of over 12 months, rate of
interest, specify in detail each investment made in repurchase agreements,
and other such data as may be required by the City.

Investment Audit

Annually there shall be an external audit of the City's
investment program to assure compliance with investment policy and
controls.

Investment Performance Evaluation

Performance evaluation should include certain benchmark measures
of rate of return. Benchmarks used for 1985-86, with average market rate
of return and Lodi's comparison, are as follows.

Benchmark Measures 1985-86 Average Yield

90-day U.S. Treasury Bills 6.53%

Federal Fund Rate 7.01%

Merrill Lynch Ready Asset 7.22%
(Money Market Fund)

Local Agency Investment Fund 9.30%

City of Lodi 8.02%



EXHIBIT A -.

INTERNAL CONTROL GUIDELINES
SEGREGATION OF TREASURER RESPONSIBILITIES

The following internal control guidelines and segregation of
responsibilities of treasurer functions have been compiled by the
California Municipal Treasurers Association, in cooperation with the
California Municipal Finance Officers Association and the County
Treasursrs Association.

O3JECTIVES OF INTERNAL CONTROL _
Internal control is the plan of organization and all the related

systems established by the management's objective of ensuring, as far as
practicable:

. the orderly and efficient conduct of its business, including
adherence to management policies

. the safeguarding of assets

. the prevention or detection of errors and fraud

. the accuracy and completeness of the accounting records

. the timely preparation of reliable financial information.

LIMITATIONS OF INTERNAL CONTROL

No internal control system, however elaborate, can by itselZf
guarantee the achievement of management's objectives. Internal control
can provide only reasonable assurance that the objectives are met, because
of its inherent limitations, including:

. management's usual reguirement that a control be
cost-effective

. the direction of most controls at recurring, rather than
unusual, types of transactions

. human error due to misunderstanding, carelessness, fatigue or
distraction

. potential for collusion that circumvents controls dependent
on segregation of functions

. potential for a person responsible for exercising control
abusing that responsibility; a member of management is
frequently in a position to override controls which
management has set up.



- N -
"UCT3IoUNI ITPNE TEBUISIUT 3Y3 pPUe
‘Tox3uoco TeRUISIUT JO ADEnbsSpe 3yl IO ma3TAdI juswsbeurw ‘s3sbpng o3 Josisyl
ucsTIedWOD PUB SJIUNODIDE JO MSTAS3I Juswsbeurw ‘SUOTISESUBII JUEDTITUDTS
3o maTadx 3juswsSbeurw ‘STOI3U0D ATosTarsdns [TeIsa0 ‘ucTsTazadns Aep-ci-Aep

HuTpnIoul JuswabeuPw AQ PSSTOISXS STOIIUOD ay3l aIe asayl
JUSWSBPUPR */

*(-d-v'y o) sTedtouTtad Hurtiunoooe paizdsooe ATTEIauab Yy3Im SOUPPIODOP®

UT ‘papicdsl ATIiasdoxd S3I® pPUB 3ISTXS SISSSE PSpPIOsaI I3Yylaym aUTWI=SISP

Cl S38SS® 03 SpIOD3I buTiunoooe sIedwod YoTym ‘STOI3ucd AITITEEIUNCDIDE

pPuU®B ‘SPI0O3I PUR S1ISSE JO 9SN IC 01 SS300F PIZTIOYINPUN 3I391sp IO

Jusasid o3 p3ubissp s8I YoOTym ‘STOIIUCD TPIPOISND SATOAUT pPTNOM STOIIUOD

953Ul -UOT3IFIUIUMDOP PU¥F SpPIOOSI JO UOTIONIISSP I0 SSOT 2Yy3 jusasid o3

Azesssosu o1e sSpIenbaIes ‘UOTITPPE UI  *SISSSE JO UOTIRIOTISISP IO IF8Ul
‘sSsoT 3083sp puFr 3usasid ol 20vTd UuT 29 PINOYS STOIJIUOD

SPI0D3y¥ pu®e S33SSY JO burtpienbsies -9

*pepiooex A7iadoad pue pazZTIOYIne ‘prlea ‘S3157dwoD SIP SUOTIDESURIY
PSpPaIcoal 3BY3 UTR3IISODSE 03 AT3IUSpusdspuT 3INO pPSTIIEId ‘SdE PUPR TENURW 4l0Q
‘ssanpscoad oyl spnTouT walsAs HUTIUNCDOP UB ISAO0 STOIAUO)

W33sAS DUT3UNCOOY UeB I8AQ SI0I3UOT *C

*ATTngzexeo AIisa peTpuBy
Sg PTNOYS SUCTIDPSUEBII SZTIOYINP O3 A3ITIOYINE JO UOTIPDSTSOE - SUOTIDBSUEII
Syl JO SOUEDSTJITUDTIS PUP SINABU SYI Y3ITM SIBINSUSUWOD UCTITSOd ® UT 8G
PINOUS SUOT3IOPSUBI1 ICF A3TIcyane T[eisusb burtiueib 1o uoTlzoesueIiyz orIrosds
e BuTzTIOU3INE dnoIB IO TeNpTATPUT Syl -PSIEsUTISP ATIESTD o PTnOUS
UCT3BZTICUINE IO SITWIT PUP SSTITTTGISUCES3I 3YL ‘TeNPIATPUT 3TqTsuodss
a3eTIdoIdéy u®r AQ pSZTICY3INP 39 PINOYS SUOTIDBSUBRII TIV
UoT3BZTIOUINyY ¥

TSUOT1IBTTTOUODSI HBuTwiozrsd puer s18Sse JO -

Apozsno ‘HBurpIicdsl ‘UOTINDSX® ‘UOTIPZTICYINE 8IB SUCTIOUNI 30 uoIaebsibas

UOTIEBNTBAS USUM PIISPTSUCSD 3G PTNOYS 3IBYl SUOTIDUNI 3yl ‘IeTnoTiIed ug

"pPrneI3y I0 SI0IIS TESDOUOCD ©3 AIPSS8O3U ST UOTSN[Too ‘srdoad 3usIaIITp AQ

PeTPURY I UOTIDEBSUBRII ® IO s3Ized om3 JI “AInp JO 3SINOD [BWIOU 3yl UT

pneIy IO SICIIS TESOUOD PUP S3®II2dIsd 03 Ylog UOT3ITSod B UT ST uosiad ®
31PYU3 YSTI 38Uyl SsONpal SUOT3IDUNI sTgriedwoduTr Jo uoTiebsibes

sudoT3ioung jo uoT3ebsabes ¢

TauelIzodwT SNY3l SI® UOTSIazadns jJo A3T3uendk pue AaTTenb suj
Yy3tm Isy3z=boy ssToTTod BUTUTEII PUP UCTIDS]IS TSUUOSISF - SSTITITGISuUOESSI
IT8Yl Y3ITM SIBINSUSUNUCD SITITTTgeRdED SARPY PINOYS T3UUOSISg
. Tsuucsaisg 7

_ - pooa3sispun
pu® psTITIUSPT ATaesTo Huiizodsa pur A3TIOUINE JO SIUTT pue psubisse =g
pInoys ssTanp Fo sourwiozled syl Ioj A3Trrgisuocdses oriTtosds
UOT3IBZTIUEBDIO T

:3IP SIjUSwWSTS

83Uyl °TOIIUCD TPUISIUT JO S3ATID3[qo 8yl AJSTIBS UPD UOTIPZTURHIO UE
YoTym AQ Suraw sUY3l =8I TOIIUOD TERUISIUT JO WalsAS ® JO sauswsT3

TOYLNOCD TY¥YNEZINI J0 SINEZ=T13




SEGREGATION OF RESPONSIBILITIES OF THE TREASURER FUNCTIONS

CITY OF LODI
Function

Responsibility

1. Authorization of investment
transactions:

. Formal investment Policy
should be

- prepared by........ cecsseessssaesTreasurer

- submitted t0....ieeaeeraaan sesee+.Clty Council

. Investment Transactions..
should be approved by.......c....

2. Execution of investment
3. Timely recording of
investment transactions:

. Recording of investment
transactions in the

Treasurer’'s reCordS..cceeacacacsas

. Recording of investment
transactions in the

accounting recordsS..eeeeeeececesss

4. Verification of investment,
i.e., match broker
confirmation to Treasurer's

reCOYdS. e neeaanna c e teeeeeeeaaaa

.. Treasurer

Assistant Finance Director AND
. .Revenue/Collection Technician

..Finance Department Secretary

..Senior Account Clerk

..Treasurer



function Responsibility

3.

Safeguarding of Assets and

-Records:

. Reconciliation of
Treasurer's records to
the Accounting records....... e Finance Department Secretary

. Reconciliation of
Treasurer's records to
bank statements and
safekeeping records.......c..ii.nan.. Revenue/Collection Technician

. Recording interest
reCeived. ittt tceseasansneeaseaaas-Revenue/Collection Technician

. Review of: (a) financial institution's
financial condition..... teecsatacaann Treasurer
(b) safety, ligquidity, and
protential vields of investment
INSEIrUMENE S . i ittt et e e ceeccacacenneasa Treasurer
and {c) reputation and financial
condition of investment
BroKErS/ DAl r S e i e eeeaceaeeaeeesaasa.Treasurer

. Pericdic reviews of
collateral should be
performed........... cteeaaas e e Treasurer

Management's periodic review

of the investment portfolio

as prepared by the Treasurer

- key areas which should be

reviewed are investment

types, purchase price,

market values, maturity

dates and investment yields

as well as conformance to

stated investment policy..............Independent Auditors



